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MONEY MARKET IN NOVEMBER 


Prices of long-term Treasury bonds renewed their advance 
during the past month reaching new peaks for the year on 
November 18, but in qualification of this fact is the report that 
trading in these securities did not have breadth nor volume. 
The gains of the first half of the month were lost in subsequent 
trading, and at the end of the month prices were at or below 
the October 31 levels. Apparent lack of sufficient alternative 
outlets for investment funds and prospects for an increased 
demand for long-term Treasury bonds with the growth of 
company pension funds and other accumulations of savings 
were among the factors of strength in the long-term Govern- 
ment bond market in the first half of the month. Price trends 
for highest-grade corporate and municipal bonds paralleled 
those of long-term Governments. 

Price changes of shorter-term Treasury bonds, eligible for 
bank ownership, were much narrower, and yields on short-term 
Treasury issues fluctuated with the ebb and flow of funds in 
the money market. Money market conditions were somewhat 
erratic, and member bank reserve positions were subject to 
alternate periods of tightness and ease, reflecting to a substan- 
tial extent changes in the reserve positions of the New York 
City banks. 

GOVERNMENT BOND MARKET 

The advance in Treasury bond prices during the first part 

of November was greatest in the longest-term issues. The 
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possibility of higher Federal corporate taxes in 1950 probably 
explains the fact that the greater gains were registered by long- 
term partially tax-exempt bonds, the 234’s of 1960-65, which 
rose 21/32 between October 31 and November 18. In the same 
period, the long-term Victory bonds (December 24's of 
1967-72) rose 20/32 of a point to the highest level since 
July 1946. Price movements in the longer-term eligible issues, 
which in the past had risen more rapidly than the ineligible 
issues because of their wider market and their scarcity value 
for banks, were more restrained. The September 24's of 
1967-72 rose 14/32 of a point in the first 18 days of November, 
and were still below the levels of the summer and fall of 1947. 
The intermediate-term 2%’'s of 1956-59 advanced only 6/32, 
while the shorter-term 2’s of December 1952-54 showed no 
change during this period. Because of investor interest in the 
highest-yielding Government securities, the shorter-term in- 
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eligible issues with lower yields—those which become eligible 
earliest—failed to move up as rapidly as the longer-term issues. 

Underlying the strength in the Government bond market 
in the past month and in previous months has been the dimin- 
ished private demand for capital, evidenced by a substantial 
decline in the volume of new corporate bond flotations for 
new capital purposes during the third quarter of this year and 
again in November. As a result, life insurance companies 
have been selling Government securities on a smaller scale 
than last year, and savings banks, instead of disposing of bonds 
to meet withdrawals of funds or to make alternative invest- 
ments, have been lengthening their portfolios of Government 
issues. The settlements of recent labor disputes providing for 
pensions have caused a few trustees under pension trusts, and 
corporations administering their own pension systems, to shift 
existing holdings of Government securities into longer maturi- 
ties in order to obtain the higher income needed to meet 
prospective obligations. Others are undoubtedly making 
similar preparations, and the further growth of pension plans 
is generally recognized as an important potential source of 
demand for high-grade bonds. 

The supply of long-term ineligible bonds tended to diminish 
for a time as prices rose. Late in the month, however, a change 
of market sentiment led to fairly sharp reductions in Treasury 
bond prices. There was no evidence of large-scale selling, but 
the demand subsided considerably. 


Inasmuch as a large part of the demand for long-term 
ineligible Treasury bonds during the first part of the month 
came from institutions and corporations which were lengthen- 
ing the maturity of their portfolios rather than adding to them, 
a substantial volume of eligible bonds and other Treasury se- 
curities was made available to the market. This tended to 
restrain the advance in prices of eligible bonds, especially since 
the commercial banks were in a rather fully invested position 
most of the time and their commercial and other loans were 
expanding moderately. 


SHORT-TERM MONEY MARKET 


Money market conditions were tight in the first part of the 
month, through November 9. They turned easier in the follow- 
ing week and remained easy until the closing days of the month. 

The pressure on reserve positions of the member banks in 
the first part of November resulted not so much from current 
money market transactions as from the need of individual banks 
(particularly the larger institutions) to overcome reserve de- 
ficiencies incurred toward the end of October. To correct these 
deficiencies, the larger commercial banks borrowed heavily 
from the Reserve Banks in the first two days of November, to 
bring their average reserves up to average requirements for the 
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reserve accounting period that ended on November 2. The te. 
ported excess reserves on the last day of the period consequently 
rose sharply. 

In the first two days of the subsequent week, banks repaid 
about 450 million dollars of their indebtedness to the Reserve 
Banks, primarily by reducing their excess reserves. Confronted 
with moderate net losses of funds attributable to a holiday 
rise in currency in circulation and other transactions during the 
remainder of the week, however, the banks again found it 
necessary to borrow from the Reserve Banks, reducing their net 
repayments for the entire week to 292 million dollars. 

In adjusting their positions, member banks sold substantial 
amounts of short-term Government securities. Some of these 
securities were purchased by the Federal Reserve Banks, but 
many of them were acquired by Government security dealers 
who financed their purchases with loans from the banks, so 
that little benefit to the reserve positions of member banks as 
a whole resulted. 

The losses of funds attributable to transactions affecting all 
member banks in the early part of the month were augmented, 
in the case of the New York City institutions, by a substantial 
outflow of funds to other parts of the country. The strain on 
the New York banks consequently was greater than on other 
banks. In adjusting their reserve positions to required levels, 
therefore, the City institutions accounted for most of the re- 
duction of excess reserves by the banking system in the aggre- 
gate, and for most of the sales of short-term Government 
securities. A large part of the rise and subsequent fall in 
member bank borrowings from the Reserve Banks occurred at 
the New York City banks. 

Money market conditions turned easy in the week ended 
November 16, owing chiefly to a sharp expansion in Federal 
Reserve “float” and a substantial return flow of currency from 
circulation. Member banks were consequently able to pay off 
almost 200 million dollars of their borrowings from the Reserve 
Banks, to purchase substantial amounts of Government secuti- 
ties (mainly from Government security dealers) and to increase 
their excess reserves by more than 200 million to 1,140 million 
dollars on November 16. Thus, when member banks lost mod- 
erate amounts of reserves in the following week (ended 
November 23), after making further purchases of Government 
securities, they met these losses largely by permitting excess 
reserves to decline to below 700 million dollars. The money 
market was easy during this period, and the rate on immediately 
available “Federal funds”, after falling from 1 7/16 per cent on 
November 9 to 1/16-1/8 per cent on November 16, remained 
at comparatively low levels during the following week. The 
rate on new Treasury bills declined slightly from an average 
discount of 1.074 per cent for the issue dated November 10 00 
1.056 per cent on November 17 and 1.052 per cent in the 
following week. 
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Over the three-week period ended November 23, Federal 
Reserve Bank loans and discounts declined more than 450 mil- 
lion dollars, while the System's total holdings of Government 
securities, mainly Treasury bills and to a lesser extent certifi- 
cates, rose 136 million dollars, net. Holdings of Treasury bonds 
maturing in more than five years fell 23 million dollars in 
this period. 

The need for Reserve Bank credit increased in the last week 
of the month, as the banks sustained moderate losses of reserve 
funds, chiefly as a result of an increase in currency in circulation 
and a moderate net excess of Treasury receipts over expendi- 
tures. A large part of the losses of reserves fell upon the New 
York City banks which had not only to meet the outflow of 
funds to other parts of the country, but also to finance substan- 
tial increases in security dealers’ portfolios. Consequently the 
money market tightened considerably, and “Federal funds” 
were scarce at 1 7/16 per cent. 


During the past month, foreign central banks and govern- 
ments continued to convert some dollar balances held in this 
country into gold and to accumulate funds in their balances 
with the Reserve Banks. Although the devaluation of the 
pound sterling and other foreign currencies has not by any 
means been the only factor responsible for this tendency, 
(some change in the availability of funds through the ECA has 
also been cited as a factor), it presumably has been an im- 
portant one. Since September 21 (shortly after the devalua- 
tion of the pound) the United States gold stock has decreased 
by more than 160 million dollars, while foreign deposits with 
the Federal Reserve Banks have increased more than 310 mil- 
lion dollars. A major factor in the gold outflow has been the 
purchase of gold from the Treasury by foreign countries to 
strengthen the gold backing of their currencies. 


Despite the decline in United States gold holdings in the 
past two months, they were still 290 million dollars larger on 
November 23 than at the end of 1948. The rate of increase in 
United States holdings has declined considerably since the 
postwar peak rate of 2.8 biilion in 1947 (before allowance 
for the American gold subscription to the International Mone- 
tary Fund). In 1948, the increase was 1.5 billion dollars. 
Increased U. S. aid to Western European and to other countries 
and the partial depletion of the gold and dollar reserves of a 
number of countries have been largely responsible for the 
reduction in our net receipts of gold from abroad and in the 
og spending out of foreign deposit accounts in American 


MEMBER BANK CREDIT 


The seasonal expansion of commercial loans at New York 
City weekly reporting member banks was interrupted in 


November. After reaching a peak of 4,890 million dollars on 
November 9 (the largest amount since early in May), busi- 
ness loans of the City banks declined 50 million dollars in the 
subsequent two weeks. This reduction does not necessarily 
signify the beginning of a premature seasonal decline, how- 
ever, as a considerable part resulted from repayments of loans 
out of the proceeds of security issues. Commercial, industrial, 
and agricultural loans of the weekly reporting banks in other 
principal cities rose 110 million dollars further in the three 
weeks ended November 16, and remained unchanged in the 
following week. The business loans of all weekly reporting 
banks, however, were substantially below the level of the cor- 
responding date in 1948, and in all probability 1949 will be 
the first calendar year since the end of the war in which 
business loans will have shown a net decline. 


Both real estate and all other (including consumer) loans 
continued their slow advance, at New York City banks as well 
as in institutions in the 93 other reporting cities, to reach new 
all-time highs during the month. Despite the steady expan- 
sion of these types of credits, the gain over a year ago has not 
been large enough to offset the decline in business loans. 
Changes in security loans were large from week to week dur- 
ing November, reflecting chiefly Government dealer opera- 
tions in the money market, and for the four weeks ended 
November 23 resulted in a moderate net increase. 


Bank holdings of Government securities fluctuated with 
money market conditions, and the major changes were in 
holdings of short-term securities, mainly Treasury bills and to 
a lesser extent certificates of indebtedness. The weekly report- 
ing banks both in New York and outside made net sales of 
Treasury issues during the weeks ended November 2 and 9 
and added to their holdings in the weeks of November 16 and 
23. However, only part of the earlier sales were subsequently 
made up, and the New York City banks again became net 
sellers during the last week of the month. Bond holdings 
rose moderately, mainly at banks outside New York City. 


Reflecting the reductions in legal reserve requirements and 
in commercial loans, since a year ago, weekly reporting bank 
holdings of Government securities on November 16 were 
almost 3% billion dollars larger than on the corresponding 
date in 1948. The larger part of the increase was in the 
shorter-term issues, but more than 1.2 billion dollars (over 
45 per cent) of the increase in total Government security 
holdings of the weekly reporting member banks outside New 
York City consisted of Treasury bonds. Net purchases of 
Treasury bonds accounted for less than a third of the gain 
in the New York City banks’ holdings of Treasury issues dur- 
ing the year, reflecting the status of these banks as money 
market institutions. 
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CONSUMER CREDIT SINCE REGULATION W 


When Regulation W and Federal control over the exten- 
sion of consumer credit came to an end last June, there was 
considerable public discussion and speculation as to the prob- 
able results of the lifting of controls. Although only a few 
months have elapsed since Federal control was terminated 
some significant developments can already be noted. These 
and other recent developments in the field may be summarized 
as follows: First, there has been a marked, in some cases even 
a spectacular, liberalization of advertised credit terms. To date, 
however, “easy credit” is apparently still being used more as 
a means of drawing customers in than as a sales clincher and 
the actual amount of credit being extended on such terms 
probably is still relatively small. Second, the use of credit for 
the purchase of automobiles is increasing very rapidly and 
promises to continue to do so for some time in the future. 
Third, since sales of other consumers’ durable goods this year 
to date have fallen below the levels of 1948, the dollar volume 
of credit extended for the purchase of such goods has also 
declined somewhat. There are some indications, however, that 
sales of these goods (and the volume of credit involved) may 
rise rather markedly during the last quarter of 1949. Fourth, 
the use of charge account credit and single-payment loans is 
declining. And fifth, although delinquencies and losses have 
been creeping up, the cautious attitude of most credit grantors 
is tending to keep them close to a minimum. 

Anyone reading newspapers or other forms of local adver- 
tising media is aware that a marked liberalization in proffered 
instalment terms has occurred in recent months. This trend has 
not been as marked in the Second Federal Reserve District as in 
some other parts of the country, but even here advertisements 
have appeared for loans on the full value of a new car with 
36 months to pay and for console model television sets with 
nothing down and two years to pay. For the first time since 
the mid-thirties, coin meter sales of appliances such as re- 
frigerators, and now television sets, are occurring in con- 
siderable number. Also, instalment contracts involving “bal- 
loon” payments—a depression-born technique that was out- 
lawed under Regulation W—are again coming into use. Under 
this scheme, an instalment contract calls for a large lump pay- 
ment at the end which in turn is usually refinanced, in some 
cases even two or three times. 

A closer examination of the situation, however, indicates 
that this relaxation of credit terms has not been as universal or 
as widespread as the casual observer might assume. In many 
sections of the country, banks and the large finance companies 
have tended to hold the line and have refused to take dealers’ 
paper written on very liberal terms. Therefore, dealers have 
to follow fairly conservative terms on most of the paper they 
originate with the exception of those not too numerous dis- 
tributors who are in a sufficiently strong financial position to 
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carry their own instalment paper. Some financing is undoubt. 
edly being done on extremely liberal terms, but to a large extent 
advertisements of such terms are still aimed primarily at 
drawing customers into a store or a lending agency. Once there, 
the customer is urged to make his purchase or to take a loan 
on more conservative terms. Furthermore, “easy” contracts are 
made available to choice risks only. 

Within these generalizations for the country as a whole, some 
regional differences in the pattern have also appeared. In broad 
terms, credit has tended to be somewhat more liberal in the 
South and Southwest and least so in the Northwest. In the 
Second District minimum down payments for most appliances 
have tended to be fairly well maintained, although maturities 
in many cases have tended to be somewhat above average. 
Conditions also vary from community to community depending 
upon whether or not a leading store or group of stores has 
broken the line and the others were forced to follow along, and 
upon whether or not retail outlets of mail-order houses are 
much of a competitive factor in a given community, as two of 
these large chains were among the first to liberalize their terms 
after the end of Regulation W. For the time being, however, 
while available evidence indicates that the past year has wit- 
nessed a gradual lengthening in the average time that contracts 
written by almost all credit grantors remain outstanding, the 
largest volume of new instalment contracts is probably being 
written on terms fairly close to those prevailing just before 
the outbreak of the war. 

From the available data, it is difficult to tell just what effect 
the availability of more liberal credit has had on sales volume. 
With the exception of automobiles, sales of most consumers’ 
Changes in Estimated Amounts of Consumer Instalment Credit 


Extended by Selected Sources 
(Percentage change, Jan.-Sept., 1948 to 1949) 


Furniture and household 
appliance stores 


Department stores and 
mail-order houses 


Commercial and 
industrial banks* 


Small loan companies® 
Credit unions* 


Automobile dealers 
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durables and the amount of credit granted for their purchase 
have so far this year barely kept pace with, or have fallen 
behind 1948. The Department of Commerce reports that sea- 
sonally adjusted sales totals for the first nine months of 1949 
were 10 per cent below the same period in 1948 for furniture 
and housefurnishings stores and slightly more than 1 per cent 
below for household appliance and radio stores (the latter 
might have been greater were it not for television).! The pic- 
ture is similar if figures for the third quarter alone are com- 
pared. Possibly the availability of more liberal credit prevented 
a more precipitous decline in recent months. As the accom- 
panying chart indicates, the amount of credit granted by depart- 
ment stores and mail-order houses during the first nine months 
of 1949 is estimated to have been about 4 per cent below the 
same months of 1948; that granted by furniture and household 
appliance stores was about 7 per cent below 1948. The amount 
of credit granted by the banks for the purchase of consumers’ 
goods other than automobiles declined by an even greater per- 
centage, but the total amount of credit granted by them was 
up somewhat as the chart indicates, owing primarily to the 
increase in their automobile loans. Preliminary and fragmen- 
tary evidence in the Second District indicates, however, that the 
use of credit for the purchase of consumers’ goods other than 
automobiles may show a rather pronounced rise in the final 
quarter of 1949. 

As has been indicated, the use of credit for the purchase of 
automobiles rose very sharply during 1949. Judging from 
recent surveys of consumer financial positions and buying 
intentions, and barring any unforeseen change in economic 
conditions, automobile credit sales may continue at a high level 
for some time to come. Credit extended by automobile dealers, 
as the chart shows, was 45 per cent greater during the first 
nine months of 1949 than in the same period of 1948. The 
amount of automobile credit extended directly by commercial 
and industrial banks rose about 13 per cent. At the end of 
September automobile sale credit outstanding accounted for 
approximately 17 per cent of the total amount of consumer 
credit in use compared with 12 per cent in September 1948. 
In September 1941, however, when it reached its prewar peak, 
automobile sale credit represented 22 per cent of total volume 
of consumer credit outstanding. 

The use of noninstalment types of consumer credit also has 
tended to decline in recent months, as the accompanying table 
indicates. At the end of September charge accounts were 731 
million dollars below the level at the end of December 1948. 
Charge account receivables would normally be expected to be 
lower this time of year than in December which is the seasonal 
peak, but during the first nine months of 1948 the net decline 
was only 385 million dollars. Also, the average number of 
days that charge accounts remain outstanding has been declin- 


1 Some part of these declines may reflect a decrease in prices. 


Changes in Amounts of Consumer Credit Outstanding by Type 
(Dollar amounts in millions) 


Change during first nine months 
Type of credit Dollar volume Percentage 

1948 1949 1948 1949 

Total instalment credit...... +1,756 +1,288 +27 +15 

Automobile sale credit..... 707 + 922 +61 7 
Other sale credit.......... + 400 - 3 +21 

+ 649 + 369 +19 +9 

Total noninstalment credit...| — 198 — 803 -3 -10 

Charge accounts.......... — 385 — 731 -l1l -19 

Single-payment loans... .. + 148 +5 3 

Service credit. ........... + 3 + 15 +4 +2 


* Less than 0.5 per cent. 


ing slightly in recent months. Single-payment loans, which 
showed a minor increase of about 148 million during the first 
three quarters of 1948, declined approximately 87 million dur- 
ing the same period this year. Service credit, however, has con- 
tinued to show small increases. While losses and delinquencies 
have been creeping up, there is no evidence as yet of any 


sharp or alarming rise. 


DEMAND FOR CASH DURING 
HOLIDAY PERIODS 


Changes in the amount of currency in circulation are one 
of the more important factors affecting short-run fluctuations 
in member bank reserves and in the need for Federal Reserve 
credit. Major periodic flows of money into and out of circula- 
tion are caused by holidays, when the demand of the public 
for currency fluctuates widely within a short period of time. 

For a week or more before each major holiday (several 
weeks in the case of Christmas), the amount of money in 
circulation increases very substantially, and after the holiday 
it declines correspondingly, except in the case of Thanksgiving 
when the decline is concealed in the pre-Christmas increase. 
In some cases, these preholiday outflows and subsequent return 
flows of currency may amount to well over 200 million dollars. 
Unless offset by action by the Federal Reserve System, they 
affect, for a limited period of time, conditions in the money 
market. In this article, the influence of currency flows origi- 
nated by holidays upon member bank reserves is reviewed and 
some tentative estimates of the magnitude of the movements 
are presented. 

Money in circulation, defined as all money outside of the 
Federal Reserve Banks and the Treasury, includes currency in 
the hands of the general public as well as in the vaults of 
banks. At all times, the amount of money in circulation is 
ultimately determined by the demands of the public. It varies 
constantly in response to the changing requirements for cur- 
rency on the part of individuals and businesses.! 

1 Currency may also be used at certain times as a store of value (i.e., 

considerable 


hoarded), but generally this use does not affect to any 
extent short-term changes in the amount of money in ci i 
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(December 31, 1947-December 29, 1948) 
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Currency (including coin) is used by the public mainly for 
the smaller current transactions commonly carried on in cash, 
such as most types of retail purchases and various minor 
expenditures of individuals. Also, a large part of payrolls is 
paid out in currency. As more currency is required for these 
purposes, the public (including business establishments) 
makes withdrawals of deposits at the commercial banks; as the 
needs are reduced, currency is redeposited. Banks usually keep 
in their vaults only enough cash to insure that an adequate 
supply is on hand to meet the needs of their customers. As a 
period of increased need for currency approaches, and until it 
ends, the banks may add temporarily to their vault cash. Vault 
cash, therefore, tends to fluctuate in close relation with the 
public’s demand for cash. 


Both the amount and the fluctuations of vault cash are rela- 
tively small compared with total money in circulation and its 
movements. Since vault cash is not an earning asset and does 
not count as reserves for member banks, most commercial 
banks probably deposit promptly all surplus currency they 
receive with the Reserve Banks (or with a correspondent bank, 
which in turn deposits its excess receipts with a Reserve Bank) 
in order to gain reserves or to reduce borrowings. Conversely, 
they withdraw currency at the expense of their reserves (which 
they may need to restore by borrowing at the Reserve Banks ) 
only in anticipation of an increased demand from the public. 
Thus, the large increases in the requirements for currency on 
the part of the public before each holiday reduce member 
bank reserves and raise the amount of money in circulation, 
while the reduced demand for money after the holidays causes 


a return flow of currency to the Reserve Banks and tends to 
ease the money market. 

A number of factors contribute to the increased needs for 
currency before a holiday. Individuals may require more cash 
on the average for pocket money to cover travel expenses, 
purchases of gifts and special foods, and expenditures for 
entertainment or for similar purposes. Certain holidays, 
notably Christmas, are preceded by gift shopping periods of 
several weeks’ duration. Also, some businesses, especially those 
catering to the holiday trade, may need an increased amount 
of till money and payroll money. In the case of bank holidays 
which are not generally observed by the business community, 
additional currency may be withdrawn in order to insure a 
sufficient supply for normal expenditures while the banks are 
closed. 


The amount of currency that the public requires for any 
particular holiday depends on a number of factors. Some holi- 
days are traditionally spent at home, others away from home. 
Also, some holidays are nationwide—as the major religious 
holidays—while others are observed in certain parts of the 
country only. 

The holiday demand for currency is superimposed on the 
distinct patterns of currency demand which already exist 
between months of the year, within the month, and also within 
the week. On a monthly basis, currency tends seasonally to 
return from circulation in January particularly, and to some 
extent during the first third of the year. Thereafter, the amount 
of currency in circulation ordinarily fluctuates without a sus- 
tained change of level until the last five months of the year, 
when the general trend is upward. The pattern within the 
month is characterized by an outflow of money into circulation 
of considerable proportions during the last week of each month 
and the first several days of the following month and a return 
flow in the remainder. The end-of-month outflow of currency 
is larger in some months than in others and it does not always 
appear at precisely the same time. It is, therefore, difficult to 
distinguish exactly between the month-end and holiday influ- 
ences in many instances where holidays fall near the end of a 
month (July 4, Memorial Day, Labor Day, Thanksgiving, and 
Christmas). As for the weekly pattern, there are regularly 
rather large intraweekly changes in the amount of money io 
circulation, and these movements may alter any estimates of 
the magnitude of the holiday influence. The following esti- 
mates presented are based on the average experience of recent 
years. 

Among all legal holidays, Christmas has the most pronounced 
influence on the amount of money in circulation. Because its 
effect really begins with the start of the Christmas shopping 
season several weeks before the holiday, the total effect of the 
holiday upon the amount of money in circulation cannot be 
evaluated with any considerable degree of reliability. There 
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UTPUT and employment at factories and mines decreased 
in October but increased in the latter part of November. 
New construction activity was maintained at a high rate in 
October and the first half of November. Department store 
sales showed a less than seasonal increase. Commodity price 

continued to be relatively small. Prices of common 
stocks and bonds generally advanced. 


INDUSTRIAL PRODUCTION 

The Board's seasonally adjusted index of industrial produc- 
tion was 166 per cent of the 1935-39 average in October as 
compared with 174 in September and 170 in August. Follow- 
ing settlement of the steel labor dispute and resumption of 
operations at bituminous coal mines, total industrial production 
has increased in November. 

Activity in durable goods industries declined about 12 per 
cent in October. The decrease reflected mainly sharp curtail- 
ment in output at blast furnaces, steel works, and rolling mills. 
Steel ingot production was reduced from a rate of 84 per cent 
of capacity in September to 11 per cent in October. Since early 
November, however, ingot production has increased again, 
and during the fourth week was scheduled at 78 per cent of 
capacity. Activity in iron and steel fabricating industries 
declined only slightly in October, but in early November 
apparently was reduced considerably mainly as a result of tem- 
porary steel shortages. Owing in part to model changeovers 
the number of passenger cars and trucks assembled was reduced 
from the record September rate by about one tenth in October 
and by one fifth in the first three weeks of November. Deliv- 
eries of copper to fabricators increased sharply in October, and 
output of furniture, electrical appliances, and most building 
materials continued to advance. 
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Federal Reserve indexes. Monthly figures; latest shown are for October. 


NATIONAL SUMMARY OF BUSINESS CONDITIONS 
(Summarized by the Board of Governors of the Federal Reserve System, November 28, 1949) 


Output of nondurable goods showed a further rise in Octo- 
ber as a result mainly of substantial increases in the textile, 
paper, and printing industries. Activity in these lines in Octo- 
ber was. generally at about the high levels prevailing last 
autumn. Output of petroleum products also increased in Octo- 
ber but in early November was curtailed because of large 
stocks. Activity in most other nondurable goods industries in 
October showed little change. 

As a result of work stoppages at bituminous coal and iron 
mines, minerals output declined considerably further in Octo- 
ber. Anthracite production, however, increased substantially 
and crude petroleum output continued to expand. In Novem- 
ber, bituminous coal production has advanced sharply. 


CONSTRUCTION 


Value of construction contracts awarded in October, accord- 
ing to the F. W. Dodge Corporation, was maintained at the 
exceptionally high September level. Increases in public awards, 
following declines in August and September, offset small 
declines in awards for most types of private construction. The 
number of residential units started in October, as estimated by 
the Bureau of Labor Statistics, was 100,000, the same number 
as in September and 27,000 more units than in October 1948. 


EMPLOYMENT 
Employment in nonagricultural establishments declined 2 
per cent in October owing mainly to reductions in durable 
goods manufacturing, mining, and transportazion industries as 
a result of the steel and coal labor disputes. Unemployment 
rose one-quarter million in early October. 


DEPARTMENT STORE SALES AND STOCKS 
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DISTRIBUTION 

Department store sales were 275 per cent of the 1935-39 
average in October, according to the Board’s seasonally adjusted 
index, as compared with 289 in September, and an average of 
286 for the first nine months. In the first three weeks of 
November sales were 6 per cent below year-ago levels when 
the sales index for the month was 290. 

Shipments of railroad revenue freight declined considerably 
in October reflecting chiefly sharply curtailed shipments of 
coal, iron ore, and steel products. Loadings increased in the 
middle of November, reflecting mainly sharp gains in coal 
shipments; loadings of miscellaneous freight showed a moder- 
ate expansion. 


COMMODITY PRICES 

The average level of wholesale commodity prices declined 
somewhat further from mid-October to the third week of 
November, reflecting chiefly seasonal decreases in prices of 
livestock and meats. Spot prices of apparel wool, lead, and 
tin also declined owing in part to earlier reductions in foreign 
markets, while coffee prices showed a sharp increase. Steel 
scrap prices rose above prestrike levels and prices of some 
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additional domestic industrial products were advanced ip 
November. 
BANK CREDIT 

Business loans at banks in leading cities continued to expand 
seasonally during October and the first half of November, 
Loans on real estate and loans to consumers also increased, 
Holdings of U. S. Government securities rose during October 
but subsequently declined early in November. 

A small reduction in gold stock and a seasonal outflow of 
currency into circulation tended to reduce member bank 
reserves in the first three weeks of November. Federal Reserve 
Bank credit expanded, however, reflecting primarily purchases 
of Government securities by the System. 


SECURITY MARKETS 
A steady rise in prices of most long-term Government bonds 
during the first three weeks of November has been accom- 
panied by a moderate increase in prices of high-grade corpo- 
rate bonds. Common stock prices have fluctuated around the 
new high level for the year reached in early November. New 
corporate security issues have continued in small volume. 
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is, however, a very distinct movement beginning almost two 
weeks before Christmas that may be directly attributed to the 
influence of the holiday, and during this period between 200 
and 275 million dollars are drawn into circulation? Large 
purchases of gifts, greatly increased travel expenditures, ex- 
panded purchases of food and delicacies, gifts of money, and 
other holiday expenses, are reflected in this outflow. Immedi- 
ately after Christmas the need of the public for money is 
rapidly reduced, and currency quickly returns to the Reserve 
Banks. This return flow takes place despite the fact that there 
is normally a large outflow at the end of each month. The 
only indication of this normal month-end movement in De- 
cember is a somewhat slackened rate of return around the 
beginning of January. 

In terms of its effect upon the circulation of currency, Inde- 
pendence Day ranks next to Christmas. The influence of this 
day, traditionally the beginning of the summer vacation period, 
is sometimes felt as much as ten business days in advance. 
While it is unlikely that individuals or businesses have begun 
net withdrawals of currency at that time, the banks increase 
their vault cash in anticipation of the demands of the public 
to come several days later. Even after making allowance for 
the normal month-end movement, which takes place at about 
the same time, it is probable that Independence Day adds 
about 150 to 200 million dollars to the amount of money in 
circulation. The extra amounts of currency are used largely 
for travel and vacation expenses by individuals and in resort 
businesses. The return flow takes place from one to three 
business days after the holiday; the beginning of the period 
of the return flow is later when the holiday falls at a week end. 

Less important than these two holidays is Thanksgiving, 
which produces an outflow of currency of 100 to 150 million 
dollars more than normal for that period of the month. How- 
ever, the influence is rather short lived, and is probably attrib- 
utable almost entirely to travel expenses and extra food pur- 
chases. It is first felt six or seven days before the holiday but 
there is no (or very little) return flow afterwards, because a 
large amount of currency is retained by the public (or the 
banks) for month-end needs, and Christmas shopping is already 
under way. 

The influence of Labor Day may be substantial, in some years 
at least, but it is very difficult to estimate because from year 
to year this holiday falls on different days of the month. It is 
probable that the effect of Labor Day is considerably less than 
usual when the holiday falls within the first few days of the 
month. The normal month-end outflow at that time may 
Suffice, at least in large part, to cover holiday needs. However, 
when the holiday falls a little later in the month (on the fifth 

2 This and the following estimates are based on the experience of 
recent years. During the war these patterns were submerged in other 
wartime developments. The magnitudes involved in prewar years 
Were, of course, much smaller. 
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to the seventh), there may be a Labor Day outflow amounting 
to well over 100 million dollars. 

The evidence regarding the influence on currency move- 
ments of the Lincoln and Washington birthday holidays is not 
conclusive, since there are a number of factors tending to 
obscure what influence may be present. These two holidays 
are less important than others in terms of travel expenditures 
and gift and food purchases. In addition, they are only about 
nine business days apart, so that their influences overlap; 
moreover, Lincoln's Birthday is not observed generally through- 
out the country. Finally, the influence of the February 12 and 
February 22 holidays is further obscured by the fact that there 
is a strong seasonal tendency for currency to return from cir- 
culation both during the middle of each month and for several 
months after Christmas. 

Other holidays have considerably less influence on the vol- 
ume of money in circulation. Memorial Day, Columbus Day, 
and Armistice Day and Election Day combined are of roughly 
equal importance. They each increase money in circulation 
by approximately 75 to 130 million dollars; Armistice Day 
(together with Election Day) ordinarily is the most impor- 
tant of the three and Memorial Day the least important. The 
effects of each of the three holiday periods may be first noted 
six or seven days before the holiday, and the return flow begins 
one or two days after the holiday and continues for about a 
week. The effect of Easter upon the amount of money in cir- 
culation is apparently minor and it is also very difficult to deter- 
mine, because of the shifting date of this holiday. 

Holidays other than those mentioned may affect currency 
flows in certain sections of the country, but their influence is 
not discernible on a national scale. It may be concluded, how- 
ever, that all che major holidays, and especially Christmas and 
Independence Day, require a considerable amount of currency 
in excess of normal needs which is supplied by the Federal 
Reserve System without disturbing the money market. 


THE ECONOMIC RECONSTRUCTION 
OF JAPAN . 


The current speculation about an early conclusion of a peace 
treaty with Japan has focused attention upon the political and 
economic problems of that country. This article seeks to assess 
recent developments in the economic field. 

By August 1949 the output of Japanese manufacturing and 
mining had so far recovered from the effects of the war that it 
had reached 136 per cent above the 1946 average. Nothwith- 
standing this improvement, it was still only 78 per cent of the 
average rate for 1932-36, the period immediately prior to the 
“China Incident,” and one when the pattern of industry was 
roughly similar to that which will probably prevail during the 
next few years. Price levels during the same time rose very 
sharply. The index of official wholesale prices for August 1949 
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was 104 times higher than in August 1946,! while the cost 
of living index, based on expenditures in both official and 
black markets, was 4 times higher. The average monthly wage 
in manufacturing industries, it is true, was 13 times greater 
than three years earlier, implying some improvement in wages 
measured in terms of actual purchasing power, but government 
estimates indicate that the latter were still less than half those 
of the mid-thirties. 

The major hindrance to the restoration of the prewar level 
of production has been the loss of Manchuria, Korea, Formosa, 
and the other colonial territories that previously provided 
resource-poor Japan with the larger portion of her foodstuffs 
and industrial raw materials. To fill the strangling import 
vacuum resulting from the dismemberment of the empire, the 
United States has financed more than two thirds of Japan's 
postwar imports, to a total of more than 1.5 billion dollars. 
During the first three years of the occupation, half of these 
imports, provided under the “prevention of disease and unrest” 
occupation formula, consisted of foodstuffs alone. In 1949, 
however, the United States Government decided to give Japan 
more basic assistance in order to permit more rapid reconstruc- 
tion of her economy, with the result that since July the amount 
of American-financed imports devoted to relief types of sup- 
plies has been declining, and a growing proportion has con- 
sisted of raw cotton, petroleum, fertilizers, and other producers’ 
goods. 


Total exports have increased steadily from the very low 
levels prevailing immediately after the war, rising from 103 
million dollars in 1946? to an annual rate of 558 million during 
the first seven months of 1949. At the same time the annual 
trade deficit has also grown, albeit less rapidly, expanding from 
202 million dollars to an annual rate of 428 million for Janu- 
ary-July 1949; the proportion of imports not covered by ex- 
ports has declined from 66 per cent to 40 per cent. Notwith- 
standing this improvement, Japan still has far to go before she 
will regain her 1932-36 position when the volume of average 
annual trade was roughly 150 per cent more than now, and 
the imports not covered by exports amounted to less than 4 
per cent. 

Half of Japan’s postwar exports through 1948 consisted of 
textiles, the production of which had been fostered by the 
occupation authorities through the importation of large quan- 
tities of raw cotton. Raw silk exports were next in importance, 
coutributing another 17 per cent. During the current year, 
however, although the volume of textile and fiber exports has 
continued to rise, their percentage has diminished, while 


1 The wholesale price index based on both official and black market 
prices recorded a less drastic threefold increase, reflecting the relatively 
~~ ee in black market prices during 1946, and their drop 

uring 1949. 


2 Including a small amount for the last four months of 1945. 


exports of machinery and metal products have gained 
prominence. 

Although in the financial sphere of the Japanese economy 
there has not been the progress which with American assist. 
ance has been made in physical output and foreign trade, signal 
improvement has occurred during 1949. The tremendous up. 
ward surge in prices that marked 1945 to 1948 was a conse- 
quence of inefficient enforcement of direct controls and of 
inflationary monetary and fiscal policies. This rise, however, 
was largely checked in 1949. 

On September 30, 1949 the national debt stood at 5215 
billion yen, 31 times the March 1946 level, and 22 times that 
of March 1940. The September figure, however, represents a 
5 per cent decline from the December 1948 peak, and although 
the usual seasonal year-end expansion will probably push the 
total close to the December 1948 high mark, the avoidance of 
a rise for a whole year will have been a distinct achievement. 
Similarly, the past year has witnessed some improvement, 
although small, in the distribution of the debt. At the end of 
September 1949 the Bank of Japan still held 46 per cent of 
the total debt, while the ordinary commercial banks and the 
nonbank investors held only 20 per cent (as against 7 per cent 
and 58 per cent, respectively, in March 1946), but the Bank 
of Japan's holdings represented a 10 per cent contraction from 
September 1948. The funded share of the debt was only 54 
per cent, compared with 70 per cent in March 1946 and 97 
per cent in March 1940. 

The trend in the money supply is still upward, although 
here too the rise has slackened, with the result that during the 
first seven months of 1949 the money supply expanded by less 
than one seventh, whereas during the corresponding period of 
1948 the increase was about one third. Moreover, the entire 
rise was confined to bank deposits, with the note issue declia- 
ing from 355 billion yen to 296 billion. These changes have 
somewhat improved the composition of the money supply, 
although the ratio of notes to bank deposits was still 1 to 2 
compared with the 1932-36 ratio of about 1 to 6. 

The improvements that have been noted in the financial 
sphere have stemmed in large part from the so-called Dodge 
reforms introduced this spring when Mr. Joseph Dodge, 
Detroit banker and former finance division chief of the Amet- 
ican Military Government in Germany, was acting as advisot 
to SCAP in Japan. The reforms included a balanced budget 
with reduced government expenditures and increased taxes, a 
well as credit restrictions, a single exchange rate, and the 
elimination of export subsidies and the curtailment of domestic 
subsidies. While putting a much-needed brake upon the infla- 
tion, these measures have understandably had a temporarily 
adverse effect upon production. Thus, after the index of indus- 
trial production had risen 11 points from January to April 
1949, thereby reaching 79 per cent of the 1932-36 level, it 
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ceased to advance and by the end of August had actually 
dropped one point. From April to August of the previous year 
production had risen 9 points. 

Although figures are not yet available, reports indicate that 
the industrial readjustments had been largely accomplished by 
September. The easier atmosphere that resulted was reinforced 
by the publication of the tax reforms worked out by a mission 
headed by Professor Carl Shoup of Columbia University. 
Despite criticism from some sources, the general reaction of 
industrial leaders was one of approval and optimism, particu- 
larly because of the lightened tax burdens advocated for busi- 
ness and the high-income groups, and the inclusion of a long- 
awaited program for the revaluation of business assets. 

But in the middle of September industry received a new 
blow from the sterling and other currency devaluations. These 
meant a twofold obstacle to Japan's exports, since not only 
did her leading competitor, the United Kingdom, devalue, but 
so also did most of her important export markets. Almost one 
half of total Japanese exports in 1948 had gone to the devalu- 
ing countries—77 per cent in the form of textiles—but only 
10 per cent of her imports came from those areas. The net 
effect of the devaluations upon both the terms of trade and 
the balance of trade of Japan is therefore likely to be 
unfavorable. 

Although SCAP has declared that the exchange value of 
the yen will not be lowered, probably in the belief that to do 
80 would make internal stabilization more difficult, it has per- 
mitted the abolishment of the floor prices on exports,’ a stra- 
tegic step that should help to regain for Japan a good part of 
the competitive position lost when sterling was devalued. The 
outlook is particularly good for cotton goods, thus far the most 
important postwar export; the production of cotton textiles 
has been very profitable since the establishment in April of 
the single exchange rate of 360 yen to the dollar, and the 
femoval of floor prices should result in quotations competitive 
with those of the United Kingdom. 

Despite the financial improvement in 1949, and the good 
Prospects for renewed progress in production and exports, 
Japan's economic future remains very uncertain. To live Japan 
must trade. She has lacked sufficient foodstuffs and raw mate- 
tials since she became an industrialized nation. The sudden 
expansion of her population from 72 million at the end of the 
war to 82 million in 1949,‘ has greatly increased the pressure 
on her resources. Having lost her empire, she will not easily 
fegain the standard of living recommended as a goal by the 
Far Eastern Commission—that of 1930-34, a time when the 
Population was only about 67 million. The cessation of the 
feparations program has left Japan with a more valuable indus- 

5 Floor prices on silk products, however, will not be removed until 


the end of the year. 
‘Tt is estimated that ten years hence her population will reach 95 


trial base than she possessed in 1930-34, which will indeed 
help. But if American aid, which is scheduled to provide the 
major part of her 1949 imports, were to be suddenly cut off, 
Japan would find herself in dire straits. A great expansion in 
exports, a reorientation of her trade towards Asia and Africa 
(where, however, political and economic instability will be an 
impediment), and the attracting of foreign loans, are now her 
most important and difficult tasks. 


DURABLE GOODS SALES AND RETAIL TRADE 


One of the most significant factors in the readjustment 
period which began in the latter part of 1948 has been the 
relative stability of retail sales, even during the period of rising 
unemployment, declining payrolls, and curtailed production. 
From the all-time record set in August 1948 to the low point 
reached in July 1949, the seasonally adjusted dollar volume of 
retail sales (as measured by the U. S. Department of Com- 
merce’s recently revised estimates of retail sales) declined less 
than 5 per cent, approximately by the same percentage as retail 
prices of all commodities. During the first ten months of 
this year, customers spent at all retail establishments only about 
1 per cent less than in the corresponding period last year, while 
retail prices averaged 2 per cent lower. 

This stability in the aggregate volume of retail purchases 
was the result of a continued high level of expenditures for 
durable goods. In fact, it was almost entirely attributable to 
the rising sales of automobiles, since sales of other durable 


Total Retail Store Sales—Durable and Nondurable Goods 
(Third quarter 1947, 1948, and 1949; seasonally 
adjusted annual rate) 
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goods on the whole have been tapering off during the past 
year. Sales of homefurnishings (including household appli- 
ances), jewelry, and building materials stores have all been 
below last year’s levels. In the third quarter of 1949, sales of 
these three types of stores were running at an annual rate 
which was about 2.4 billion dollars below vhe third quarter of 
last year and even somewhat lower than the corresponding 
period of 1947. Sales of the automotive group, on the other 
hand, rose by about one fifth, or at an annual rate about 4.3 
billion dollars above the third quarter of 1948, and nearly 
60 per cent above the same quarter of 1947. The sustaining 
influence of automobile sales has been so great that August, 
September, and October of this year were the three highest 
months on record for aggregate seasonally adjusted sales of 
durable goods stores. 


In the nondurable goods category, consumer expenditures 
in food stores remained fairly stable despite somewhat lower 
prices, and filling station sales have been well maintained. 
However, the sales volume of other nondurable goods stores 
has been declining and in the third quarter of 1949 was 9 per 
cent below the same period in 1948, a drop of abour 5 billion 
dollars at an annual rate. One of the sharpest declines occurred 
in the apparel group where sales were down 12 per cent. 
Department store and mail-order house sales—often used as 
an indicator of retail sales in general—showed a decline of 
10 per cent between the third quarters of 1948 and 1949. The 
discrepancy between this and the 3 per cent decline actually 
registered in sales of all retail stores arises primarily from the 
fact that department stores sell a negligible proportion of items 
—food, gasoline, and automobiles—whose sales have been 
stable or rising. 


How long passenger car sales will be able to continue to 
offset the reduced volume of business in other lines is a ques- 
tion that is attracting considerable discussion. Already there 
are some indications that automobile sales may have reached 
their postwar peak. From August through October, seasonally 
adjusted sales of the automotive group leveled off, and—what 
may be even more significant—retail stocks of this group of 
dealers rose sharply. Nevertheless, even if the extraordinarily 
high current rate of automobile sales should not be fully main- 
tained, a continued substantial level of replacement sales is in 
prospect. Earlier this year, the U. S. Department of Commerce 
estimated that the wartime deficit in automobile production 
had nearly been made up and the over-all number of passenger 
cars was approximately in line with current levels of popula- 
tion and income. At the same time, however, the Department 
pointed out that in mid-1948, about 6 million passenger cars, 
or close to one fifth of the total, were already past the esti- 
mated postwar scrappage age (12 years) and were due for re- 
placement, while nearly one third of the cars on the road were 
past the prewar scrappage age (10 years). A Federal Reserve 
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survey,' made in July 1949, showed that the number of con. 
sumers planning to purchase automobiles during the coming 
year was still at an extremely high level. Similarly, the demand 
for home appliances, furniture, farm equipment, and building 
materials may have receded somewhat from its postwar peak, 
but is expected to be sustained in the next few years by the 
large need for replacements. In addition, an expanding market 
for some of these items is provided by the high rate of resi- 
dential construction, which in 1949 is expected to break all 
previous records by providing nearly a million new homes, and 
probably at least 900,000 more in 1950, according to official 
estimates. The accelerated sale and replacement of consumers 
durable goods in the past few years, however, may well have 
repercussions later, since the proportion of households owning 
relatively new automobiles and appliances will then be much 
larger and the demand for replacements commensurately 
smaller. 

Another factor which has stimulated sales of durable goods 
more than those of nondurable goods is the ready availability 
of credit, as evidenced by the rapid rise in consumer instalment 
debt discussed elsewhere in this issue. Since the expiration of 
Federal Reserve consumer credit controls at the end of June, 
there have been some attempts, particularly among appliance 
and radio dealers, to boost lagging sales by competitive loosen- 
ing of credit terms. The announcement that 2.8 billion dollars 
in Government insurance dividends will be distributed to vet- 
erans early next year may already be having some effect on 
sales, particularly of durable goods, because of anticipatory 
spending. It is likely, however, that some portion of these pay- 
ments will be saved, invested, or applied to the repayment of 
debts. (The Federal Reserve Survey of Consumer Finances 
reported that about three tenths of the veterans cashing tet- 
minal leave bonds in 1947 used them for such purposes, while 
about two fifths of those receiving bonds had not yet cashed 
them at the time of the survey in early 1948.) Hence, the 
impact on retail sales may not be as strong as might be antici- 
pated in view of the total amounts to be distributed, particu- 
larly if payments are spread over a period of several months. 

1 Survey made for the Board of Governors of the Federal Reserve 


System by the Survey Research Center of the University of Michigaa. 
(See October 1949 Federal Reserve Bulletin.) 


DEPARTMENT STORE TRADE SINCE 
THE END OF THE WAR 


Sales at Second District department stores during November 
expanded somewhat more than seasonally, indicating a small 
rise in seasonally adjusted sales above the low level of October, 
according to a preliminary estimate. The year-to-year decline, 
about 3 per cent, was the smallest since April, partly because 
business in November 1948 had been conspicuously slow. 
Sales compared most favorably with those of the correspond- 
ing period of last year during the last calendar week of the 
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Indexes of Department Store Sales and Prices 
Second Federal Reserve District 


(May 1920 and June 1948, respective postwar dollar 
sales peaks,=100 per cent) 
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mated by Federal Reserve Bank of New York. For 1920-21, monthly figures 
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month. The cold snap that developed towards the end of 
November this year was apparently an important influence. 


THE PostTwAR READJUSTMENT IN SALES 


By the end of November, sixteen months had elapsed since 
the dollar amount of sales in this District's department stores 
began to recede from the all-time record level (on a seasonally 
adjusted basis) of June 1948. This bank’s index of sales 
declined in this period from 262 per cent of the 1935-39 
average to 221, indicating a loss of 16 per cent in the daily 
rate of dollar transactions. The most reliable information at 
hand suggests that during this period prices of department 
store merchandise had been reduced by only about 5 per cent. 
The much greater drop in dollar volume could only have 
stemmed from a diminished flow of merchandise, apparently 
amounting to about 11 per cent. 

The readjustment in the dollar volume of sales through 
November has a striking resemblance to the readjustment of 
1920-21 after World War I. Changes in the estimated physical 
volume of goods sold, however, reveal striking differences. 
The very severe price cuts, which characterized the 1920-21 
business realignment, apparently were accompanied, after a 
brief “shakedown,” by a rapidly rising volume of actual mer- 
chandise moved in the face of declining dollar volume, as 
illustrated in the accompanying chart. While in September 
1921, after having tended downward for sixteen months, sea- 
sonally adjusted dollar sales were 19 per cent below the May 
1920 peak, estimated physical sales volume had increased by 
some 17 per cent. Dollar sales turned upward in the follow- 
ing month and in the subsequent period of relatively stable 
prices, units of goods sold continued the upward trend initi- 
ated many months before. 

Owing to difficulties in securing adequate price statistics 
for estimating physical volume from dollar sales, the contours 
shown in the chart and the percentage changes computed 
(other than dollar sales) from the same basic data must be 
interpreted as rough approximations only. A further limitation 
is imposed by the lack of suitable allowances for changes in 
quality. As tentative estimates, however, the divergent move- 
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ments in prices and physical volumes, as well as the general 
levels of the magnitudes involved, fit the testimony from busi- 
ness reports of the times. 

Other similarities, perhaps only accidental, and other differ- 
ences, no doubt incidental to the altered nature of the economy, 
appear from an examination of the two postwar periods, al- 
though activity in the second was, of course, on a much higher 
level. The expansions in dollar terms prior to the readjust- 
ments were not very different (although the second was spread 
over about twice as long a period )—58 per cent between Janu- 
ary 1919! and May 1920, compared with 54 per cent from 
September 1945 to June 1948. Much smaller but closely 
comparable growths occurred in physical volume, as the accom- 
panying table indicates. But whereas the decline in physical 
volume after the World War I boom coincided closely in tim- 
ing with the first months of the lag in dollar sales, and was 
apparently of very brief duration, after World War II a peak 
in physical volume occurred long before the expansion in 
dollar sales had run its course. Inadequacies of the price data 
and the lack of adjustment for improvements in quality may 
very well mask the exact timing of the turning point and the 
magnitude of the subsequent decline, but that some definite 
decline occurred before 1948 seems a warranted conclusion.” 
Thus, the estimated 16 per cent, increase in physical volume 
between September 1945 and Juné 1948 represents the net 
increase across that interval, not the maximum postwar rise. 

At the end of the full period of rise and fall of dollar sales 
after World War I and after World War II to date, there 
remained almost equal net gains (28 and 30 per cent) in the 
dollar sales indexes. Prices, however, showed dissimilar courses. 
They were most likely somewhat lower in September 1921 than 
in January 1919 but were, according to indexes of retail prices, 
about 25 per cent higher in November 1949 than in Septem- 
ber 1945. Hence the record indicates a net gain of one third 
in physical volume for the period after World War I but only 
a negligible one for the period just past. The difference may 
be explained at least in part by the shift in consumer expendi- 
tures to a greater extent during the past year or two than after 

1 Earlier sales data not available. 


2 The likelihood that unit sales in bly sted were already below those of 
the year before was discussed in this bank’s Review of January 1948, 
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compaied to the drop of at least 


end Aqgarel Stove and 
District, P Percentage Change from the Preceding Year 


World War I from department store type merchandise to auty 
mobiles, appliances, and new homes and—perhaps more ig 
portant—the sustained high cost of food in the recent petig 


one third in 1920-21. 


Federal 


Net sales 
Locality 
an. through 
Oct. 1949 1949 |Oct. 31, 
Department stores, Second District -13 -8 -9 
-9 -7 -4 
estchester 
—22 on = 
Central New York -l1 -7 
Mohawk River Valley........... -16 -16 
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Apparel stores (chiefly New York City). —23 -l1 “ll 
r Revised. 
Indexes of Business 
1948 1949 
Index 
October | August | Sept. | October 
Industrial production*, 1935-39 = 100..... 195 170 174 166p 
Electric power output*, 1935-39 = 100..... 257 258 255 256p 
(Federal Reseree Bank of New Yor!) 
Ton-miles of railway freight*, 1935-39 = 1 208 154 154p 
(Federal Reserve of New York) 
Sales of all retail stores*t, 1935-39 = 100...| 338 330 336 3381p 
(Department of Commerce) 
Fi 
“United Stateoh, 1939 = 158 | 141 | 144 | 1240p 
(Bureau of Labor Statistics) 
New York State, 1935-39 = 100......... 127 113p 118p 1179 
(NYS Div. of Placement and Unemp. Ins.) 
Is 
United States#, 1939 = 100............. 367 | 323 | 335p 
Bureau of Labor 
New York State, 1935-39 = 100......... 294 264p | 283p | 278p 
(NYS Div. of Placement and Unemp. Ins.) 
Personal income*, 1935-39 = 100.......... 315r 308 307p 
(Department of Commerce) 
ite index of wages and salaries 
tPederal Bank of New York) 
Consumers’ prices, 1935-39 = 100......... 174 169 170 169 
(Bureau of Labor Statistics 
Velocity of demand igenaeiens 1935-39 = 100} 
(Federal Reserve Bank of New York) 
108r 110 106 106 
Outside New York City............645 93 89 89 89 
* Adjusted for seasonal variation Poolininesy, r Revised. 
Revised beginning January 1943. 5 Re January 1941. 
A monthly release showing the 15 indewes of hourl and weekly 
earnings in nonagricultural industries qoutes © this bank will be sen Ca 
request. Tabulations of the monthly indexes, 1 to ae be pro 
cured from the Research Department, Research 


‘ 
| a 


